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EXECUTIVE SUMMARY

The availability of pharmaceutical benefits and coverage for Medicare’s cost-
sharing requirements at relatively low premiums has attracted Medicare beneficiaries to
managed care plans (Gold et al. 2001). After an expansion in the mid-1990s, however,
managed care benefits are shrinking. Medicare has reduced its annual increases in
payments to health plans and provider concerns and other factors have created market
challenges (Gold 2001). This paper explores the eftect these changes in benefits have had
on enrollees by examining trends in estimated out-of pocket expenses, particularly as these

vary with beneficiaries” health status.

The analysis is based on a database we created from publicly available data from
Medicare Compare, a consumer-oriented summary of information on Medicare+Choice
plans, and the Centers for Medicare and Medicaid Services’ (CMS) State/County/Plan
file. The data reflect benefits, beneficiary cost-sharing requirements, and enrollment levels
by county. We also licensed HealthMetrix Research, Inc.’s methodology, which includes
cost and utilization estimates, to approximate enrollee cost-sharing across
Medicare+Choice plans. Out-of-pocket estimates reflect four components of cost: (1) Part
B premiums; (2) supplemental Medicare+Choice premiums; (3) out-of-pocket spending
for prescription drugs; and (4) out-of-pocket spending for other acute care services, such
as physician services, inpatient hospital visits, emergency room visits, and preventive care.
These estimates understate total out-of-pocket costs because they exclude cost-sharing for
some other services (e.g., mental health and rehabilitative care) and benefits that standard

medical insurance products typically do not cover (e.g., long-term care).

Our analysis found that out-of-pocket spending for Medicare+Choice enrollees
can be substantial and varies significantly with health status. In 2001, the average enrollee
in good health spent $1,195 annually out-of-pocket on health care, while an enrollee in
poor health spent $3,578, or about three times as much. Growth in out-of-pocket
spending also appears to be increasing most rapidly for enrollees in poor health. Enrollees
in good health saw costs increase $358 (43%) from 1999 to 2001. In comparison, out-of-
pocket costs increased $639 (53%) for enrollees in fair health and $1,367 (62%) for
enrollees in poor health. Despite substantial out-of-pocket costs for low- and moderate-
income enrollees in Medicare+Choice plans, these expenses remain less than those for

beneficiaries with a supplemental Medigap policy.

The purpose of health insurance is to pool the risks of health care expenses for

those with varying needs. Policymakers should be particularly concerned with our



findings, which show large out-of-pocket spending for beneficiaries in fair or poor health
despite being covered by a Medicare managed care plan. Limitations in Medicare’s benefit
package (the exclusion of drug coverage and the absence of a catastrophic limit on total
out-of-pocket spending) mean that beneficiaries incur substantial risk of out-of-pocket
spending. This risk is exacerbated by the relatively low incomes of Medicare beneficiaries
with below-average health status (Gold et al. 2001). Given Medicare+Choice’s changing
market, the risk for enrollees in poor health will become even worse as health plans
increase premiums and reduce benefit levels. Policymakers should consider whether an
improvement in Medicare benefits is needed to ensure Medicare’s ability to meet its social

insurance objective.
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OUT-OF-POCKET HEALTH CARE EXPENSES
FOR MEDICARE HMO BENEFICIARIES:
ESTIMATES BY HEALTH STATUS, 1999-2001

INTRODUCTION

For the past three years, The Commonwealth Fund has commissioned Mathematica
Policy Research, Inc. (MPR) to monitor the benefits and premiums of managed care plans
that participate in Medicare+Choice. Earlier work has documented trends in benefits,
which remained stable from 1998 to 1999 (Gold et al. 1999) but declined in 2000 (Cassidy
and Gold 2000) and again in 2001 (Achman and Gold 2002). Over the past decade, we
have seen an increase in the offering of zero-premium products that provide some

prescription drug coverage, followed by a reduction in benefits that began in 2000 (Figure 1).

In this report, we develop estimates of how changes in premiums and benefits in
Medicare+Choice plans from 1999 to 2001 likely affected out-of-pocket costs for
enrollees. Estimates include four components of enrollee cost-sharing: (1) Part B
premiums (which enrollees are required to pay); (2) Medicare+Choice plan premiums; (3)
prescription drug spending; and (4) other cost-sharing (including inpatient hospital or
urgent care visit copays, primary care and specialist physician visit copays, and hearing and
eye exams). This allows us to see not merely the general trends, but also the specific
categories of enrollee cost-sharing that are increasing. Because an enrollee’s out-of-pocket
costs depend on both plan benefits and enrollee utilization patterns, estimates are provided

tor enrollees in good, fair, and poor health.

METHODOLOGY

Our analysis is based on a merged file we created from data in the Centers for Medicare
and Medicaid Services’ (CMS) Medicare Compare database and in its State/County/Plan
Quarterly Market Penetration File. Both are publicly available on the CMS and Medicare
websites. The merged file includes information on Medicare+Choice contracts, service
areas, county enrollments, and benefits. In addition, we licensed HealthMetrix Research,
Inc.’s HMO CostShare Report methodology to generate the out-of-pocket spending

estimates that are new to this report.

The Medicare Compare database provides detailed benefit information at the plan
level, “plan” being defined as a unit within a contract that offers the same benefit and

. g . . 1
cost-sharing structure to all members within a specified service area.” Enrollment data are

"' We used the February 2001 release of Medicare Compare for 2001, which included changes health
plans made following the Beneficiary Improvement and Protection Act of 2000 (BIPA).



based on CMS’s State/County/Plan Quarterly Market Penetration File, which tracks

. 2
enrollment in each county by contract.

CMS allows managed care organizations (MCOs) to offer more than one plan, or
benefit package, within a contract service area. MCOs may also offer diftering plans across
portions of the contract service area, called segments, but must offer the same benefits
with the same costs to all enrollees within a plan. We used contract segments as the basic

unit of analysis because plan options are the same for all beneficiaries within a segment.

MCOs may ofter more than one plan to enrollees in a contract segment;
unfortunately, enrollment information is available only at the contract level. We have no
way of knowing how many enrollees chose each option when more than one was
available (about 40% of contract segments offered more than one option in 2001). We
included only basic plans in our analysis because they provide a picture of the most basic
level of coverage available to Medicare+Choice enrollees. We defined the basic plan as
the plan with the lowest premium within a contract segment. When the premiums for
more than one plan within a contract segment were the same, we chose the plan with

o 3
prescription drug coverage.

HealthMetrix uses its HMO CostShare Report methodology to compare the
estimated annual out-of-pocket costs associated with specific Medicare+Choice plans in
markets across the country. The methodology creates the estimates by making assumptions
about cost and utilization for three types of health care expenditures for Medicare
managed care enrollees: premiums, out-of-pocket spending for prescription drugs, and
other out-of-pocket spending (largely acute care costs for physician visits, medical care,
and some preventive services). In addition to these costs, MPR included Medicare’s Part B
premium. The model assumes no change in utilization patterns from 1999 to 2001. The
only prices assumed to have changed during the time period were those for prescription

drugs. The Appendix shows the assumptions used in the model and their sources.

To apply the model to our database of health plan information, we worked with
HealthMetrix to develop an algorithm that translated the methodology to be compatible
with the information we had on the basic plans represented in our database. Although the
out-of-pocket costs for Medicare Part B and Medicare+Choice premiums do not vary by

individual within a Medicare+Choice plan, the costs associated with prescription drugs

> We used the March 2001 State/County/Plan file for 2001 enrollment information.
? Because traditional Medicare does not cover prescription drugs, Medicare+Choice HMO enrollees
often cite the availability of prescription drug coverage as a reason for enrolling in a plan.



and other medical services do vary based on level of utilization. Therefore, our estimates
aim to illustrate the typical costs for enrollees in good, fair, and poor health, respectively.
We also provide an estimate for “all enrollees.” This estimate was created by weighting
out-of-pocket cost estimates for those in good, fair, and poor health according to the
reported health status of Medicare beneficiaries enrolled in risk HMOs in the 1998
Medicare Current Beneficiary Survey (MCBS).* Each contract segment then was

weighted by enrollment to produce the averages shown.

Readers should note that these estimates are limited to acute care and preventive
expenses only. They do not cover such costs as hearing aids (which some plans do cover
but at varying levels of cost to enrollees), mental health care, or podiatrist visits. The
estimates also do not include health care costs that are not generally covered by Medicare

or private health insurance, such as long-term care.

ENROLLEE OUT-OF-POCKET SPENDING BY HEALTH STATUS

Even with Medicare+Choice coverage, Medicare beneficiaries still incur substantial out-
of-pocket health care costs (Figure 2). The amounts of these costs vary considerably by
health status, but we estimate that even an enrollee in good health spends an average of
$1,195 per year. Expenses are even higher for those in fair or poor health —$1,842 and
$3,578, respectively.

The nature of insurance is to pool risks across individuals of different health status.
This dynamic is reflected in the components of Medicare+Choice enrollee out-of-pocket
spending. Regardless of health status, each enrollee paid $600 annually for Medicare Part
B and an average of $275 annually for the additional Medicare+Choice coverage.
Together, the estimated premiums represent 73 percent of total estimated out-of-pocket
costs for those in good health, 47 percent of costs for those in fair health, and only 25
percent of costs for those in poor health. The reason for this is that use increases as health

status worsens, creating additional out-of-pocket expenses for the enrollee.

Because of the way Medicare and Medicare+Choice benefits are structured, out-
of-pocket spending differences by health status are particularly apparent when one

examines prescription drug spending (Table 1). Enrollees in poor health spend an

* The MCBS uses self-reported health status ratings of excellent, very good, good, fair, and poor. We
corresponded our weights so that the good-health-status out-of-pocket estimates were weighted according
to the percentage reporting excellent, very good, or good health status (78.62%). Fair-health estimates were
weighted according to the percentage reporting fair health (15.33%), and poor-health estimates were
weighted according to the percentage reporting poor health (6.05%) (MCBS 1998).



estimated 13.2 times more on pharmaceuticals than enrollees in good health. Substantial
differences in spending according to health status also exist with respect to other cost-
sharing requirements, for services such as physician visits and hospital stays. Our estimates
show enrollees in poor health spend 3.8 times more in out-of-pocket costs for services

other than pharmaceuticals than those in good health.

Table 1. Average Annual Enrollee Out-of-Pocket Costs in Medicare+Choice Plans, 1999-2001
(weighted by enroliment)

Absolute
Change Percent Change
1999 2000 2001 1999-2001 1999-2001

Annual Part B Premium $546.00 $546.00 $600.00 $54.00 9.9%
Annual M+C Premium $63.37 $173.16 $275.24 $211.87 334.3%
Rx Cost-Sharing

All $234.19 $291.75 $344.02 $109.83 46.9%

Good Health $109.74 $135.09 $157.71 $47.97 43.7%

Fair Health $434.61 $539.69 $610.88 $176.27 40.6%

Poor Health $1,343.62 $1,699.25 $2,088.98 $745.36 55.5%
Other Cost-Sharing

All $132.08 $174.42 $218.74 $86.66 65.6%

Good Health $117.08 $142.99 $161.57 $44.49 38.0%

Fair Health $159.41 $244.49 $356.02 $196.61 123.3%

Poor Health $257.81 $405.23 $613.84 $356.03 138.1%
Total Annual Out-of-Pocket Costs

All $975.64 $1,185.33 $1,438.00 $462.36 47.4%

Good Health $836.19 $997.24 $1,194.52 $358.33 42.9%

Fair Health $1,203.39 $1,503.34 $1,842.14 $638.75 53.1%

Poor Health $2,210.80 $2,823.64 $3,578.06 $1,367.26 61.8%
Total Cost Ratio for Poor
to Good Health 2.64 2.83 3.00

Note: The “all” estimate was created by weighting the good, fair and poor health status estimates according to the reported health status of
Medicare beneficiaries enrolled in risk HMOs in the 1998 Medicare Current Beneficiary Survey (MCBS).

Source: MPR Analysis of Medicare Compare data using HealthMetrix Research Inc.’s Medicare HMO CostShare Reports.

The large variations in out-of-pocket prescription drug spending caused by health
status are understandable when one considers that traditional Medicare does not cover
these expenses and that pharmaceutical costs have been rising rapidly in recent years.
Many Medicare+Choice plans provide some coverage, but typically, it is limited. Though
70 percent of Medicare+Choice enrollees had some drug coverage in 2001, 50 percent
had a prescription drug benefit limited to $1,000 or less (Achman and Gold 2001). A
$1,000 annual limit amounts to about $83 per month, which would, at most, cover two to
three prescriptions a month for most enrollees. Those in poor health—relying on five or
six medications per month—can use up their prescription coverage quickly under such a
plan. Any additional costs for the year must be borne entirely out-of-pocket and over and

above the copays the enrollee already paid for covered prescriptions. In contrast, an
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enrollee in good health with minimal prescription needs likely can cover them under the
annual limit and confine out-of-pocket expenses to required copays. As prescription drug
limits are reduced, the spending disparity between enrollees in good and poor health is

likely to increase.

Despite the rather significant costs associated with Medicare+Choice plans, they
appear to remain a good value compared with Medigap supplemental insurance. It is
difficult to assess the out-of-pocket costs for those enrolled in Medigap because premiums
can vary by health status, age, location, and plan chosen; however, the General
Accounting Office (GAO) estimated that the average annual premium for a standardized
Medigap policy in 2000 was $1,300 (GAO 2001). Beneficiaries with Medigap also pay the
Part B premium—3$546 in 2000. These costs total $1,846 and do not include prescription
drug costs (only 8% of standardized Medigap policyholders are enrolled in the two plans
with prescription drug coverage) or any other cost-sharing these plans require. Maxwell,
Moon, and Segal (2001) estimated out-of-pocket costs in 2000 for elderly Medicare
beneficiaries, excluding those in Medicare managed care, and found the average for a
noninstitutionalized Medicare beneficiary was $3,142. This figure is considerably higher
than our estimates for Medicare+Choice beneficiaries in good and fair health in 2001 and

just about $400 less than our 2001 estimate for those in poor health.

ENROLLEE OUT-OF-POCKET SPENDING OVER TIME

From 1999 to 2001, out-of-pocket spending for Medicare+Choice enrollees increased
substantially within every component of spending (Figure 3). Growth was most moderate,
only $54 per year, for the congressionally set Part B premium. In percentage terms, out-
of-pocket cost increases were the greatest for Medicare+Choice premiums (334%),
reflecting the increasing number of plans that charge a premium and the higher level of
those premiums. The percentage increase, however, is largely an artifact of the low base in
1999. The actual average dollar increase in Medicare+Choice premiums from 1999 to
2001 was $212 per year.

The growth in out-of-pocket costs from 1999 to 2001 was most substantial for
those in the poorest health, reflecting the decreasing number of plans that include
prescription drug coverage and the increasing number of plans that charge coinsurance for
hospital inpatient stays. Because we held utilization constant over the three years, the
increase in out-of-pocket costs can only be attributed to changes in benefit packages and
increases in prescription drug prices. Enrollees in good health saw out-of-pocket costs
increase $358 (43%). In comparison, out-of-pocket costs increased $639 (53%) for
enrollees in fair health and $1,367 (62%) for enrollees in poor health. The increase in



prescription drug costs alone ($745) accounted for nearly 55 percent of the total increase
in costs for enrollees in poor health. Because cost increases were greatest for enrollees in
poor health, the disparity in total out-of-pocket costs between enrollees in good and poor
health increased from 1999 to 2001. In 1999, Medicare+Choice enrollees in poor health
spent an average 2.6 times more out-of-pocket than enrollees in good health; by 2001

they were spending three times as much.

CONCLUSION

The purpose of health insurance is to pool the risks of health care expenses for individuals
with varying health care needs; however, Medicare benefits leave beneficiaries with
substantial out-of-pocket costs. Although enrolling in a Medicare+Choice plan does

reduce these costs somewhat, enrollees still face significant health care expenses.

Policymakers should be particularly concerned with our findings that show large
out-of-pocket spending for beneficiaries in fair or poor health despite the managed care
coverage they have obtained. Limitations in Medicare’s benefit package (the exclusion of
drug coverage and the absence of a catastrophic limit on total out-of-pocket spending)
mean that beneficiaries incur substantial risk of out-of-pocket spending. That risk is
exacerbated by the relatively low incomes of Medicare beneficiaries with below-average
health status (Gold et al. 2001). In Medicare+Choice’s changing market, the risk for
enrollees in poor health will become even greater as health plans increase premiums and
reduce benefit levels. Policymakers should consider whether an improvement in Medicare

benefits is needed to ensure Medicare’s ability to meet its social insurance objective.
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APPENDIX.

1999-2001 COSTSHARE COMPARISON ASSUMPTIONS

The CostShare comparison methodology for Medicare plans features annual utilization

examples for seniors based on health status category (Good [H], Fair [F], Poor [P]).

CostShare includes both fixed and variable cost-sharing assumptions for each health status

category as indicated below. Unless otherwise indicated, all services are rendered by in-

network providers. Ultilization assumptions are not intended to represent actual enrollee

experiences for any Medicare product or geographic region.

Fixed Assumptions (Identical services and premiums for all health status categories)

Prevention Services'
e Physical Exam
e Vision Exam
e Hearing Exam

e Dental Care

> All prevention services utilized once annually per enrollee.

> If included as a plan benefit, the applicable copayment is used.

> If no benefit applies, the following out-of-pocket costs are used:
Vision ($50) Hearing ($50) Dental ($75)

Plan Premium

> Based on 12-month enrollment.

Variable Assumptions

(Services vary depending on health status category [G], [F], [P])

Office Visits

> [G] category includes 4 Primary Care Physician visits.
> [F] category includes 6 Primary Care Physician visits and 6 specialist visits.
> [P] category includes 12 Primary Care Physician visits and 12 specialist visits.

Urgent Care Visit’

> [G] category includes 1 out-of-area urgent care visit (non-office).

Emergency Visits'

> |F] category includes 2 ER visits resulting in 1 hospitalization.
> [P] category includes 4 ER wvisits resulting in 2 hospitalizations.

> Applicable waiver of ER copayment provisions are included.

Inpatient Admission’

> Applicable copayments or annual coinsurance provisions are included with
inpatient admissions for [F] and [P] categories only.

" Cost assumptions for these services are based on mean cost projections in 1996-1997 ACR filings for about 18 MCOs
that were active in the Ohio Medicare risk market at the time. The individual cost assumptions for these services did not
change during the 1999-2001 period.

? The baseline annual utilization data for these benefits were from actuarial projections in 1996-1997 ACR filings for
Ohio MCOs. HealthMetrix Research adapted the actuarial utilization projections as the utilization profile for a Medicare
beneficiary in “fair” health status. Representative utilization profiles were then projected for beneficiaries in good health
(lower utilization profile than for fair health status) and poor health (higher utilization profile than for fair health status).
The individual utilization assumptions for these services did not change during the 1991-2001 period.

3 Ibid.
* Ibid.
> Ibid.
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Prescription Drug Assumptions (Services vary depending on health status category [G], [F], [P])

> Cost-sharing is based on the applicable brand or generic copayments and the

Prescriptions6
annual benefit (net of total copayments).

> Ratio for brand-to-generic use is 1:1.

> For 1999, brand Rx costs were based on $40 (up to 30-day supply) or
$80 (90-day maintenance supply) regardless of the cost basis used by each plan
(e.g., AWP, discounted cost). For 2000, brand Rx costs were based on
$50 (up to 30-day supply) or $100 (90-day maintenance supply). For 2001,
brand Rx costs were based on $60 (up to 30-day supply) or $120 (90-day
maintenance supply) regardless of the cost basis used by each plan.

> For 1999, generic Rx costs were based on $25 (up to 30-day supply) or
$50 (90-day maintenance supply) regardless of the cost basis used by each plan
(e.g., AWP, discounted cost). For 1999, generic Rx costs were based on
$30 (up to 30-day supply) or $60 (90-day maintenance supply). For 2001,
generic Rx costs were based on $36 (up to 30-day supply) or $72 (90-day
maintenance supply).

> [G] category includes 6 Rx total; [F] category includes 24 Rx total
(average 2 Rx per month/one 90-day Rx); [P] category includes 72 Rx total
(average 6 Rx per month/three 90-day Rx).

> Other benefit features are not included, e.g., quarterly benefit cap, member
discounts, unused annual benefit carryover.

% Prescription drug cost and utilization assumptions are based on the Barents Group report for the Kaiser Family
Foundation, “Analysis of Benefits Offered by Medicare HMOs, 1999: Complexities and Implications” (1999). The
sources for adjusting the prescription drug cost assumptions annually are information provided by selected MCOs about
the average wholesale price (AWP) changes for the top brand and generic drugs covered in their Medicare+Choice
formulary and publicly reported information about drug benefit cost increases incurred by MCOs for Medicare+Choice
products. During the 1999-2001 period, the cost ratio assumptions for generic drugs compared with brand name drugs
was 62 percent for 1999 and 60 percent for 2000-2001.

11
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